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m^m 1 ] 

2 ] 

luf5lI^t7>^'(ffiiiE#i--^T(75^X Y:^y^y°Z^a > ^f^f^-t & 7 T y ^ 
[W^Jl 3 ] 

[W^IS 5 ] 

m^M 6 ] 
m^m 7 ] 

[W^H 8 ] 

m^m 9 ] 

^^x. i> ^ t t -r ^ :^>&o 

[m^M 1 0] 

9 ^^lEict^^^-feo 

m^m 1 1 ] 

iulEIIIt^^ffifiE#co/i?'^ < t ^ zo^^iy^x Y^ty'f^^yB y ^%m-r ^ ^■t y -f 

mMM 1 2] 

1 1 t-iESiC7):;^feo 



(3) 
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[m^M 1 3] 

tffffl/^':^ ^y y'z^ 3yKX^ tfffa^ffifiE#<^ ^~ Vy :t ^^^y V-t^:^ y-yy'h 
mria^:^ ^ y^-^ y'y 3 yizX ^ mria^^:^ ^ y }-:^y°zy 3 y y y-t^y^ 7- yy° t 

^mk. ^^t ^mm. t-r^ i^^o 
m^m 1 4 ] 

lu la/^^;^ y y-^y°V3y (i/tx ^y y-fy y-^ y°y 3 y trafe 19 > itia/^^;^ ^ y \--^y°v 
uy\-L^y) iiria^'fifiiiE#(7) h -7 * 9 ^ 7 y-f z> luiax ^ y •7°{± , 
ttrsa/^~y^ ^y y^y y^i^z/ay ^mx-r^y^ T-yf 

m%i$. 1 5] 

lu la/^^;^ ^ y y-^-fy 3 y {i/^^X ^y h =r - y°y g > "t: ^) 19 . ltia/^~;^ ^ '7 ^-i^y^y 
luSa/^^:^ ^ y ^ 3- g > '^MX't'hy Tyf 

t 1 3 i'ia«<7);^-^o 

[^^Jl 1 6 ] 

tffia^v; Y^-^^yt^y ^y\^y^ ^^t^f^y.^ y y^yt^y^ y ^^y y-f^^t^y.^ y 

ttia^;^ h ^ y^^ y°y a > ^It ^ :^ -r ^7 y' 

tfrfa'^>^ h :t •7' 4- •7°>' 3 > ct »9 Htfa^-?7;^ ^7 > T'v 3 y ^7 v-r'2)t(ria:^-r ^7 •7°{i 
luia-^:^ ^ ^ ~fy3y ^^M'ti> y.-Tyy° 

^-^tpi t^^mti-^W^]^ 1 3 l::|a«<75^r*feo 
[M^I^ 1 8 ] 

itia^ffiiiE#c7>.-K- yy ^^)^\t^m-Mmm^^'^\^^h^mwh-ti>m-^-m.\ siciam 

9] 

[^^I^ 2 0] 

itfa*«iiE#co4^- h 7* i;^{iSn°«^^tf 1 3 i^iamc^^^&o 

[W^IH 2 2 ] 

ttia/^^7; ^ ^7 > :t -7° V 3 > (O^^i) 7"^;^ ^ ^ ft^-r 7s X -r y 7° t . 

ifria/-?;^, ^ '7 ^ xz^ttL^^^-fy 3 yKi^-tM'^\^v^^t\m--t^y^y-y -fh 

2 3] 

ffi iiE# ^-^ ^ ^ 7 ^ :t 7° a > PsI -2, ffi PsI U :^ ^ =^ ^ 7 V 1- -S, 3 > tf ^ 



(4) 



DP 2004-531795 A 2004.10.14 



h 

[M*I|2 5] 

t 

[^^II 2 6 ] 

3 > 11 ^ - ^ nri%^#:t::'^,^-r 3 > n° :x - ^=fTort^-7° n iJ'- 9 3 - F-e^ o T , luia 
3 ^ i; ^ - ^ , 

[W^Il 2 7 ] 

PI jSI" -i: ffi pi ;^ =^ ^ -r & -^^ * o t . 

ttia^ - 3 > e jx - ^ , tt la^-?;^ ^ -7 b :t 7° v- a > J; 19 itria^ttiiE^cr) h y ;t 

ttrfa^-^-?=r>e^-^n. ffiia^^<3o^'iiijE#i^^-ri>^7; >^7^:t:/>- a y^nm^ 
^i>yy j-T^ Utrl" ^ x -r ^7 7° t . 

itia^t-^-^^^^ii itia'^x b;t7*:^7°->a >ic J: V) ttia^-^;^ ^ h^yzya y 

y V $ -1^^ yy h ^7 ^ T ^^tf i"^ >^ T-j-fh 

[0001] 

j^Tco;*:|^5g{i. /■?7;<^-7 h :t 7°^> a > L^ J: »9 i^lfflli{i/-?7;^ y^-fi/ay\z.m 
m-t -g) 'J X ^ ^ ^ y V -r -g) pi-r o 
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[ 0 0 0 2 ] 

2oow2B28BKm^^ iiti^mm^mm^o 9/795, 42 8<7)m^m 

[ 0 0 0 3 ] 
[ 0 0 0 4 ] 

fltJ^^» (FX) S!l(?)^«S>^«t>^5tt;t^J^V'- h 

[ 0 0 0 5 ] 

M'M. (r)^M^£^KM-r&:^y°y a y(r)m^^'mii. y ^ a - jvX^t" )V7£ t' 
(D^yy a ym^m.'m^T)U^itmLXi^'m-tZ>i)K y h^y'y a y (Dimmit. 

WMt^i^^ <^£^ y h :t y°y a y (7^mm:^^±:f}^^ . ^^7.^ y h co^f^^^ [W[±(7) 

fflr^)6Vh $ < ^ ;g, 1 7^7. ^ y Y:^ y'y a y (D^^t^i'ii^i, „ \^fzi)^^x. 7^7^ y y --t y' 

o 

[ 0 0 0 6 ] 

7^7.^ y h :ty°y a y^^W-t^mw.i±. 7^7^^ y Y ^ y y a y \zm'^'f ^W^^^') 7^ ^ 
^WP\z.m^i-^ 't^^o m^<r)y)7^^^yV-fz>^'^(n\-D\x^ ^(Dr^7^ y y^y 
y\^^^^^mmyT^^-hm^mmyT^9-\zmM^^'m<r:>w^\^^^^^<D 

^mX-t^'^'^\±. standard and P 0 0 r s Jg^t^M-r-S^ ^ v a =^5r 
[^B^(7)r?i^] 

[ 0 0 0 7 ] 

Ly^^L. ^<(DW\X\t. m'm.(D}^7^y Y^yy ay\:.m'M.-t^W^^) 7^ ^^yV-f 
^fzt>(D'^^Wm^'t^^hifiX%ts:^^^ ^K\t. —m-^'^yy<^^'mx\^mx%^fAfL 

(D^^7^y \^(D^%\t%^\^V.X i^fpt^\j^fz^. mr^^\*mM^'^^t^^^7y y h ^ 7°^- a 

y(T^^^\^^nx%^o ^<7yy y^y%/ ayi^wA-f^^'^m') 7^-^m<^yv^^w^ 

tf;t'iv>li'^, ffil^fi. mm 7^^fi/^~-t^tzm^^(T^^^ti:^^7^ y "^^yi^ay 
[ 0 0 0 8 ] 

[0 0 0 9 ] 
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[0 0 10] 

't^ ^ lt»i- -S. i 1 1:: J: o T ^mi" ^ i 1 7&^^-Cr i o 
[0011] 

y^y^-^zys yh^^y^^y y^yzy^y^m.^^^'^x^^y.^y g yKm^-t 

^WM') y-^^'^^y i^^-r&y-ry •7°f±, ^y y^y-^y'z^ g y^mx-f^yi' y -f-^^h 

yz/ ay t^^y^ y y^yz/a y t^m.^^i^^'^^^y^^ y b^:7°vg 

U v^i^^^^y v-r-SXx^y -T'fi. h;^'^^7'->3 y^^n-t^yTyy^^t^o 
[0012] 

|Sh°p. ^ J; 0=Xt#tSp° (debt instrument) ^^t^^^ay ^ ^ y(D^\m^^^^t^ ^ 
[0013] 

^mu^<^^^~ yy * tKmm^^') y^Kti^^^^i^i^^i^\^. 
^co4i~ yy ^ V :t (Dz-^y^ y y:tyzya y^f^^-ti>y-Tyyt. ^(D^^y^y yi^y 
zy g >-e^«iiE#(7)#- yy^^)-^-^^y z^-r^yTyyt^^t^o ^\/^"e. UW<^^<sa 

y :tyy a y ^^y vi" ^ o 
[0014] 

M^&^mMW^Wx-i±. 7^y^y y^yiyBy\±^ /^^y^y yyy y^yz/Byx-^^. 

y^ h ^ yy g >T^^ffiiE#c7:)*:- h -7 * 'J ^ '^'^ ^7 V-f^y^y- y y\±. b y 

y y^yyay^mx-t^y-Tyy^^ti^ sijc75M^6u*ifiBl'e(4> f^yry y^yy 
ay \t^'^yy y yn — yy a y ^ ^ /^^y ^y y:tyy-ay x-^js^tiE^(D^ - yy 

:t^):^^^yiy^-r&y-Tyyii. 7^y^y b^-JV^t^Z-^g y -^mX-f '^y^ y y-^i^^t^ 

o 

[0015] 

$ n5!Jco'^J^6^)*tt?^i|-e(j:. ^y y ;t y:t 7° v- 3 y xj^yy y y^ yy ay^^y V 
-t^yT yy^t. ^y y^y^y^ya y^mx-r&yryy^xz^yttzn^y y^y^ 
yzy a y^^m-r&yry y^^t^o 

[0016] 
[0 0 17] 

i.fzi)^^x. ^■^y.yy y:^yya yizm'^-rM^m^jy^^'^y z^-r 

[0 0 18] 
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[0019] 
[0 0 2 0 ] 

/t;^ ^ 7 h ^ •/^^ a y jM^c75-^ '7 i^^lMT^f^ffl ^' 9 -f T > h (7) 'J :^ ^^^li^o' 

o 

[0021] 

^c7)/t:^^ ^7 ^ :^y'y- a > ^I'tffl LT. y 4 T y }-(r)^°~ h -7 :t V ^ l^^i tL-2> U :^ 
t::ov^TH^^^*>t^:i|-e^;5)^'^. ^tLt,c7)il:^c7)Ma;6ST;6So7t^-^l::^ 

Mr^ji, ^itibcoiB.W'7)m<M^^±^^':>fzm^Ki' y^ ry hco') 7.^^ z^-r&^<7. 
^y 'h^-}V:ty'ya y^ir^4 ry hK^ia-r^ho tfz^ m5^mxx <^hit^ x^ \z 

[ 0 0 2 2 ] 

^ ^7 h :t 3 y ^zm'M-t^mm V T.^^ y v-r^) ^l^^^l::. /^^^ ^ h yy a y 
K^til^mm^M^^t^^T. y-^f-^-f-y ay^m^^^ 1 0 4 o Mx.fi\ /^~;^^^y h 
ty'y a y(Dm)^'S^^^. ^m^°yh\ B*R. is J: O'^^ ^ vr^)^^-^. b 

3 > (^?tT B Tft 4) ±^>'o fcit»^S ^ ^fO ^^;t ^ o 
[0 0 2 3 ] 

h :t y^'^t ^"v- 3 > "^f^^-t^ t . ^(D^<7 y :t y'jt y'" V 3 > ^y y-^ y'-y a y 
K \-^^^^^^\ ^ it' J; 19. ^^7.^y y^-^i^ayv^x^'-M.-f^m^^)7^-^^yVt 

1 0 5o -^Jx-ti^. ^ y^ ry fec7)jK- > 7* ^) -^^y V-f ^ ^-^7.^ y y^'f%y 

ay^^nrnm^-^^n^tz'^^. ^nmm\t. ^(t^^^t^^v y^-^^yay\^^^^:i>m^ 

'}77 \z.%-t:k>^y LT. ^ti\z.n)^s-r^^7. Y :^ y'Z^ a y y 4 T y h 
[ 0 0 2 4 ] 

r- y -/(Dyu-i-^- y ^-^LTv^i&o # < coM^^^x h ^■7''^ ■:/-> 3 y ^rfs^M LT. 

M^fi. /^^x^ry ymTm1^xK-^mxmM^fl^^m<nM^HifLfz^tft-r^:Lt 

[0 0 2 5 ] 
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[ 0 0 2 6 ] 

3o 

[ 0 0 2 7 ] 

^$fM--t& ^ tti^^X^ 2. 2 0 4 o #^0O:t -/-y a >coSfcM:(±. ■^(D/'i^^ y > :f7°>' 3 > 
[0 0 2 8 ] 

, ?-^-7.yy y (Dm^'^^in^ \ 0 0 %t@rai-^J^^i^Sy'^MiSi^ii1"So >r<7) J; ^ t^yt:^^ 
V3 >(iffi^<7)V;^^^=^M1--&o 

[0 0 2 9 ] 

HI 3 a (7)^J-Cfi. at-the-money-forward (A TMF) (T)/-^^:^, ^ ^7 > 
<n^mM\%y^^V.^^) o^W^"^. r%7^ y Y\z^tXL:L2^<J^'fi:M<^W^(^f^^h\^X7^ 

0 0 KJV'e*^), U-r^ {i4 0%"e*:&o ^2c7)jfr^{i, :$feMI&5(?^~5 0 K;^, 

^-9^^ 'J :^^'6 0 %'e3b'g)o 
[ 0 0 3 0 ] 

I#fic7)^lcr)^^t 2-^^ic;:)^2co»^^^^'^^^/^;&o -^c^tTffi'lffi^&fi 2 0 0 K;^ 
i::#L<, :!:tt:^^.r<30/^'x-ir y h(7)^^ii'lfifit-eab'i) ( 1 x jfr^ 1 2 xjfr^ 2 co:$fe 

[0031] 

0 ^%^'^^m\-^%'^h%\-^^7\-^yt^y°%/uy(T^f^^t^^-X\zti::^^ 

#ffirj3l-^2.^ 1 c7)»jS(7?Mit5^)^ii5&^oTV>^o L/i^6^oT. ^7}^^y'-^-f^yay<T^m 
mt. ^-fi^ay<Dm)^~^%ii^\^^%i'^Wm^^^h^\^-WK\^^£^. ^7.y^-f^-f 
a y (r)ff\M'^\t^ t y'y a > cotHT^t^^ 'v^v a y <dM&^^<D 1 -oKMiA^^^^ ^ t 

[ 0 0 3 2 ] 

itii^iMLT. ^7,h:ty':fyz^ay<Dm)^^M^^i 0 0 %WM-r ^m^it. mi<DMm 

y(Dm^^it. ty^yayxU^f^^M&(Om^^M^M1K-r^^Km^t^^£<. Ltzi)^ 
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msht =^jt^i-s nm<7^m^t lx<d^:^ v^y'^y'z^3y<Dmmt. mm<Dmm 

[0 0 3 3 ] 

^J:^&t)'i— *tt?l^B-e{i. y Y ^ y°y 3 y (dWM^) y^ y y-f^ X n Kfi^ 

-r^T^tfo Lfc/^)^oT. M^ii^-^y.^y h:^-yzya yt^su^omm^^t^m^. ^<y^h 

[ 0 0 3 4 ] 

^^vMi. ]~-:^y'^y°^ya yii. /-^y.^ y }- :t -^-y a y K^t i^^M'^co—^f^if'^ 

m^mm-r^mmv y.^ L^>^yzy^^^^j:\y>o 

[ 0 0 3 5 ] 
[ 0 0 3 6 ] 

•r -f 0 %X-^&o ^2 coMM<^^^M^ H 5 0 K;v. jK^-t -r 'J ^ -y 6 0 %-e^'& 
o iryy(D^mit. 2'^(Djiia^<DB ^t(DU^(r)^umKM)^-LX\^^^o ^y }- ^y^y^z^ 

aXi, 1 ^ficol^ 1 C0^Ec^;e--7°v 3 ^ X 2 M^^<7)m 2 <7)^M<D^ •:/zy a y KM 
[ 0 0 3 7 ] 

IEI3 a tins b (?>Jti^5^>^^. /^y^y h^f^^ya ym^^M<^WM<^mWLt LX<Dy^y^ 

y \ ^ -f ly a y (DmU<rymY. ([El 3 b) Wm<r)m)^^%<r>m^<^X^^h \^X(r^^y y 
:ty'tyy a ycoMMco^^t (03 a) coi^i^mx^^ ^ tt^^T^i^^o Lfzi)^^x. 
^y y^-^l^a y }i^Xi\z%^]B^^>^<y h:ty^-7°>'a y h<T^m.^'k^^<^W^<^XM'^h 
LTcott'fittT^^'fbfi, m^^u\zt£:t>^ y^ ry hijK /^y^ y h:^yzy a y t^flK 

m<y^WM(7^^-^^^z^ ^ y T y V (^my) y ^ iiiz^ <ikm-r^o Mmi±^^< ^/^^co^/h 

y^^-^m^ . ^}^ii^m(DMXii. ^^y^y bc^lffitg-iil 6 KJ^/ei^»b3 8 Y)^ycom.M 

\t. (79-71) / (38-16) -r^£t>% 0. 3 ^tmyt^^o 

[ 0 0 3 8 ] 

^V^-egl 3 c 'gr#BS-r * t . /-^y^y Y ;t ^'v- 3 1 . 4 #1jac7)^;^ f :t 7*:^ y°^y a > 

LTv^;i>o itm-t^^y-^y:^y^y°^yay(r)Wi^\t. ^-^yy y Y ^ y^y a y BTt^ 

^ ^7 v-e^ ^ . /-^y; ^ '7 h ;t T'v' 3 > c^^ffifit '^ffiP^ ^of^ o T 2 2 K;Ko^JS-e'^t& 
L> ^y ^y"^^^^'- yy ^(Dmmtl K;^L>0^^fl] t^v^o 
[0 0 3 9 ] 

El 3 d "7 7-^y^y y y^ -f^y 3 >' 3 ^ficO'^'J:^ h ':^y:^ y'l^ ay -^^X^fz-^ — 

^-flyay(DWi.^\t. ffiP^^^'- 5 0%tciav^:Rig^MB'f&t)ffiP^^^;' v'^fWi-:?,^: ttcj: 

oT^^^bTto - 5 0 %^^sv^tir4-e^i. mx^t)^^Ai^K^i\.-r^h^y vi^^^m^^m^-^ta 
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o 

[ 0 0 4 0 ] 
[004 1 ] 

[ 0 0 4 2 ] 

1213 ci;. 1. 4 ^"^(D^^y. h :t V^t y'Z^ a y'^i^^ Lfz^"^:^^ y h :^ y'z^ B y CO fzlsbco 
y^ m<U<Dmm^M4^K'r ^ fcibX^ ^ o ^ati. Brent (7);ft/Mt^af-tIv^S^j^ 

>r t «Lv^5^s ±5^Kmm^iix\^>y'£\^>7!)^. m(7)mimmm<DmMi^w<^xi^^ < 
^W}-ri>^^xit^ $ tii>o 

[0 0 4 3] 

1113 di;. 3^^<r)^:^}':^y':^y°Zy3y^itmLfzMi^£mWfWM^yiy^^7j^-ro ^fi 
y~ytLXlt^itiit'^MX^£\^^o icD^yvii. MMM^(D^^mtiK M^mK- 5 0 % 

o >r ttJi, Brent h ^7 T ^-fV > i5^^ 60^21^69 '^^'ffico Ji'- ^yr^^T 

[0 0 4 4] 

^hK. ^mWMli. ^ y-^ T y VK^^x^ y y :^y°zy a y t^:^ h:ty:t:fzy B ycon 

:^^^o TU^S (O-e. -^c7)/^~j;^^r y }^:ty^y 3 > ic^s ^ ^ I9 v v a yKmM-ti> 

^m.WM<7yWMV um^&^<:^ y-^y^:^y=y a y(D%^^%^^V^y a yKX^x 

^yiy'^it^ho ab-SVMi, ^li^r^ti, v a >'=^j»AL7ti5' ^-f T> M:: 

•7-;t a ^'^:^3#lC5^ip-r;g, i t -1,0 fc/fL> -^com^lt. /^'X^-^h^ 

[0 0 4 5] 

y°^y a y K-^^^X^^ n^'r)'){kMX^:h^^K\t. ^(r>7^7.y y h t:7°v'a >HPi3E1--& 

fflP^l ')y^i^ fi. --^x h :t y^^~ yy ^tm "9 #*.^itB-e^ ^^lkx-d x^ 

ti-^lifa^mxiifi^^o ititi^ a~ )i^(D^y h:ty:tyzy a y tyy h<r>^ys h^^yty^y 

[0 0 4 6 ] 

^^v^xm4 ^^m-t^ t-. /^yy y 1^ :tyy a y^y yy V<7):^^m<^^^l<^WMii. 
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4 0 1 ^^ts'^ ti}^X^^i>o a.~^'Xt)ii. ^-5}^^- K4 0 3 . 4 0 4 t'coX± 

Its >^ t ;{?^'-ei ;g>o ^:^^S4 0 2 ^fOffl LT. :7°n -7 ^ 4 0 1 J: o Ti5!k?l^ tiTtIf 

$^^^^1"^ ^ t^^'-e^^o :^ h u-i/4 0 sttziiyy^J^r^^:^^^^) (ram) 

^ |%<^®:>9 ^ffi^ ^ 'J (ROM) . ^&\^^ltyyyzya.ij~V^£t'COi^(D;^^')^m^L 
Tli. y'u-ty^ 1 1 iiKWji^l-'^WrMcoMi^^^Ti ^ tib^x-^ y°u -t y ^--^(T^xtJ 
3 >(7)-(ffi^iS:a^^, tfci±^(Dmc7:)m'S<^mw.^^tfXti^^y j< 4 0 7 ^i#?>^ t 

[ 0 0 4 7 ] 

^-^^(i. h y-iJ'^^lJJi bT7°n-t:'y^t 4 0 1 KT :^-r ^ ^ t i^-Xr^^ho 

-b;^i-^»f^^t[^CM^*^f'r^o ^y4ry yvy \ :^r\t. Netscape 
Navigator -^M icrosoft Internet Explorer'^ t~ 

(7)affl6tl'5:/^-1'^^'^'r^^ h^-^^T'7 7°HI& (HTML) 7'^^9^f ( ^yy'yy^ 

J ) ^-^ti-^ <h:6^"-c^ y ^ ry yyy Y^y ^r\t. m.^^^ayy^yy^^^xiz-t 
fz\t^(T^^(D^-7.yr ^ ^y.yy yy :^r-^-^^\j^^ i^-^mioTfi. Java {^W^ 

^) :7°n ^ A t'c^^tf oTtg y" x2 y is^y'u ^y ^ ^ 0 1 ^ ^ T > h =r y e ^ 
- ^ I' r^'^'i' > n - K L. /-^VX^ ^7 b :t ^'v" a r/ V y y-.'r ^-V y Vy :^T<J:)—%1 t 

LT. ^ y^ ry h(D^-y h y ~ T ^ ^ y^ •ry^-^ 7^ t fz^t:^ y \^ ^ -T:-^^r-t ^ ^ t 

ti^-V- ^ & o fife*^*^ (i. CD-ROMJi t'co 3 > 11 a. - ^ "Bri»#3d^ ^'0;^h-JVL;t 

^/>-K'i'^T. -7t-A'7j^T. V7h^^T. t fc{±^af3t7)|a^-^;b-^H^gi--2) 
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BASKET HEl>C;iNG METHOD 

g^Qgg MMRg^Cg_T<> REl.ATfeD Al*f IJCATTONS 

This j^lication clatj»s priority to U,S. patent appljcajjon number 09/795,428 filed Felsniary 
28, 20OL 

BACKGRQlJiVP 

The Jbllowing mv&fttion felaies to basket optioo^t asid, in particularj to a iQcthod for 
bedgiug 13!^ sssodated with b»jtket optioni^. 

Basket options are options whose retam is based upon ttic average perfomiaiice of a 
pre set baslcet of underlying assets, Tlie underiyii^ asse^ contauaed iit tfie bask£tmay be of 
my security type mchxdm^ cuxr«ticie», ewiiuitic*: oar comnaodtiUea. Basket op^iam are Vypic^ly 
used to manage the risk associated with a niunber of securities with a single fransactiou. 

For example> a tall o|>tkjn on a basket of tutreccies gives a bvyist of ihe option tlie 
rigiu to receive the ciirrencies desigiiated in the baskcN: m exohismge for a bases ciirroEicy cifhcs: 
at a pteviuluig Foreigu Exchftoge (FX) late or suiotlier piraamuaged rate of exdiauge. The 
sririkti {>rice of the of^tiott is based on the wei^ikid valiae of ci^fpoitcni: atrtfiftcics, 
cakiilaled iji ^l^e buyer's bas<; cuircBcy. In forraitig ife basket pptinrt. the buyer niay ^il||>u)ate 
the ijiaturity of the option, the foreign cuixencsy auiounts which make up the basket, and the 
stnlce price Which is es})T9$s$d in vmi8 of tlie base cisrraacy^ At option expiration, if the totaj 
vfiluA of die componeivt currencies In flie spot .marlcct is !es3 tbaai Hic strike price of th« basika 
optiori^ thsK the optLoii; expires woTthJefis for calla. If, bowever, tlw total value of tha. 
coTTiponent currencies is more than the strike price,^ tlic buyer would exercise tlie option and 
cxchaogi: all of tiie carapaneat currencies ibr the prc-^pecified jonourtl of baiie curiency (i.e. 
ihe jarikopricte of tlus option). 

WliiJ t; the pricing of an option osi aia iMividual sectitity is t>i>ioally dcterrained usiBg 
rni options pricing models stKSh as the Black-Scholes njodd^ fJfeMS price of a basket option also 
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d^jpeods on the coiTelation befw&mi the caiopariiitlts iJie bask:4:^t. In pariicvilar, as the 
cofftflaUon bestweeai the l^skfl: cotnpon«tits ijKfeaseSu the price of the basked: option kicreases, 
while if the cotreJatioii be£w e«n the basket compoiients decreases, the price of the basket! 
«:rpti<^ deoieascs. 'llie pricing of a 'bask.'St option ti^.$rofor& iuckuJes h lisi: faotur usSQoiatocl 
■%itl5 the <ioitelalion faetwocn tbts coitJiMwents in flie basket. 

Ijistilutions that tr^tde basket options look to inuiimize tlje correlation xisk assocuitod 
witli tlie haslcet options. One -way to hedge ih^ corrElatioa risk h to erttea- into aijotlier 
tmisaction tlist dcpcads on tk; same correlation fkctora iocludcd m the basket option. For 
fSQcampie^ i:f an iDst3fi:tion buys a basktft opt km cm iius stocks thcit arc IiKiluded ia the S&P 500 
then tnuimg options on. fhc; Standard ami Poor's Index wonld hedge ihc; tiorrelatioQ risk 
associHted with the basket, option. 

in many mstanctss, howeveij, a trainsactioa for Jsedsjog iho correlation risk associated 
with a p&iftjcular btifiOket t^ion ie UAavailii^le. 'fliis is <»special!y the aase for basket optkios 
includiiis jfireigu exchimgesi iastuvsaeiAs because tbsxe are typically fe»v, if any, FX baskets 
ttfltfed tliat can be used for liedging jpmposes. Without a hedging transacjjoo to pKJteci 
against the conelatioB risk assodated with basket options, institutions eitberija crease the 
pmamiuTxi ftw wMch they are willing to trade stjch basket optiorus to <xtver ths conrelatioa risk 
or are detemtied from tradtag basket options altogetii^-. 

Accordingly, it is dissirttbk to provide a motliod for liqsdgiag tUc correlation risk 
associated with basket optkms. 

g^^lMJMI^Y OF TilE iNVENTION 
The prfisentiHventioD is dirocted to ov^coanii^ the dmwbaoks of £he prior ail. Under 
the present inveaitioo a mi^hod for ii^dging a ooirclation. risk sssoeiated with a basJcet cation 
that includes a pbralify of seiJEmties. The nietEiod iiscludes the step of initiaily selectiiig a* 
least two of the pluraJity of setiurities m± in thswext step, filming a "best-of option for the 
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ai Ifost two of thu plurality of seciirsiies- ITie best -Qjf option is combined wilJi Uk basket 
optsan to hedge tbtf; ctirrdaticxn risk asaocuiced with die l>aiiks!iif qptioiL In an exemplary 
esnbodiment, all of the plurality of seomties are selected and Hie bcst-of option is foiined for 
of Ij^cplunalfty oirse;MirjUcs. 

Many different !>cst-of optkms can be vitHhtd to hed*gc a <jOjnretatioD risk of a given 
basket, Howf^ver^ m general, an effective hedge can be accoonplishsd by calculating an 
experfed v3J.ue of a b^^sket on expiration, caJcal«ili»g the effective bmkct voMiVufy, 
calcultiiing the effective Delta of ths b^ki:!t option, and cal&ukitiiig sthkcs fcr each indivldtial 
option vsnciadyiug the besl-of opEiofi. 

Undka- (ibe cacthod of the inesenl invention, when 4h« coixclation xisk r«sult« from 

pixruhasing the basket cptioi?, the step of coiTLbinijigthe best-of opfioii Avith the basket optjoo 
to hedge the correlation risk associated -witli the basket option includes the step of purcbasiag 
the be«it>of option. Whfiu^ howcn^^, Ums atrrobitioii Hskieeuli^ fyom the basket cptlon, 

the step of combining the 'best^f option vnith the basket opliwi to bodge tjje correiation risk 
asaociatetl witb the baslcnst opttott includes the step of selling the best -of option. 

In an exemplary embodimeQt, tlie basket option may inchide aiv/ type of securities 
iiicbdit^ by way of nom-iixtidtmg &x&mpl^t^ ¥X. ^ectnities, cqidtiei!, commodities and d^bt 
instcunieats. 

"iliB present inveuticmi ais» provtil^ia a m-st)u>d tor inanagirt^ n&k. assowaled mth a 
poTtfoiio of secuiitks and includes the steps of foimiiig a basket option for the portfolk) of 
svctEities and hedgiug thu poftfblio of scwwilies Tsith tiie basket option. Next, a beat-oF 
option for the plurality of securities is fbnned, Finany^ the basket option is hedged wiih the 
best-of option. 

fsi an. csccmplary em.bodiu'ieiKt the basket: option ia a bzi^of put option and step of 
hedgi.ng the poitfblio of securities with ^le ba^et option iittiludesi tiie step of purch^ing the 
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bacdasc put opUoit- Jn another exemplaury embo<iiirseK^, Ehe basket option is a basket call 
optiaa and siep of hed^ai^ the portfolio of eecttntit^ wirb Hie battel CfptUm iiicbtcbs tha stsp 
purchasing: the basket call ojTtion. 

Ixi yet aiMjthei- Gxewpluxy eKibodimejitj. the step of hedging ttt© basket optiaii with tlio 
beat-of option i»cfndefi the step of piirchasing tke besi-of option and/or the step of selling the 
beat-of option. 

Fimlly, in the pojtfblic? of sectxtities may iiitcltti.1e asuy tyiw? of securities including, by 
y^ay o-f non'^liniiting e^anaplc, FX secvcntics, c£|uities, coimnDditics aj:tci debt mstmments. 

Accordingly, a loethod is provided for hedging the coxrelaiion risk assoub^ vdtb. 
b&skat {^tonfi. Ilio im'Entioti accordingly cotnprL'seR the features of constructioi:^ 
combinatioii of elements nxxd tiTrangtartent of p^iltJS that will be exeiK^pHfed in tbc following 
detailed disclosarc, arsd tJie scope of th& invention will be indicated in tJte> dakifts. Otiier 
fBatm-Hss and ativantagBs of die iiiv^5tJ±tojti will b« app9ir(XLt &i>m the descdptioii, the {hawing 
and tbe cluims. 

PESCBirnON OF 1 HE DRAWINGS 

For a iuHisr m^dorstamliitg of the mveiition, reference is made to the following 
desjciipti.cHi talcen in conjtHaelioii wilh the ac{;i7mpim.yiii^ di<iwiRgs. 

Pig. I is ft flowchart of tbc hedging mctbod of the present invention. 

Fig, 2 is a flowdxart o£ steps thai can be taken to fonn h beat-of option. 

Fig. is a plot of the value of a bsisket option ses H function of tht corrdatioa 
bctwcxjr. the basket optioa co/aponejats. 

Fig, 3b is i. plot of the value of d best-of opiiDn as a fuDctiot^ of thy ccHrel^tion 
between the best-of option cotnisoneauts. 

Fig- 3c is aplot of Price of Basik^t plus 1.4 ^-the-mciney-forward Best-Qf versus 
correlation. 
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Fig. 3d id a plot of PWc3e of Ba^ct plus 3 at-tbe-moDey-fbrwai'd Best-Of vesSiiiB 
coiTfslation. 

Fig. 4 is computerized system far impiementing pfeseiit iavenlion. 
Fig. 5 ism c3coi)platy mterfacsc for impJevTOeatrag the pi^seot mvesntias. 

I>ETA1LE1> l>ESC«IFTIOM 

Refemng now to Fig. 1, a llowchEul illysirates steps that caii be followed to pTactice 
ihts Jiedging metliod of the piissent iavciLtioii, As described ^ove* basket opticajis are 
typically used to hedge a risk assDciatecl with st particular positicji ha Markiitt. Tcv example, if 
an mvostorhfis a posilipn Uuit ktcisides FX S8cimtie», thm the investor can insfrucf a Manciai 
iustitiTtion to enter fee mvesrcr isto a complenietstaFy ttittLsaclion to hedge tiie inve,'?tor^s FX 
position. Tlie fiaRiicial insrtitiition recdves la description of the Kpwific expoawea contained 
in die invesEtor's FX position 101 . For example, sssl FX po&iiifHUi msxy ucitclude ait ntccmt^ 
strcseai hi British pounds, Japanese yen and MeKicait pesos. 

To beilgc Che ri^ associated yviih the (Utctimtion of currencies incltided in a posUiou, 
with. respect to al^a^B eurreacy, e.g,, US dollars, a basket option that consi«rt&of the FX 
seouTities tiurf are iticiuded- in client's po^oa 102 is formed according to weH-known 
tcchniqiK^. For exantple, to hedge the client's position in British pcnsiids, Japanese yon and 
MecKtuan p«sos, a basket option will inc.hidei options -ft-itli respect to those caiiTCiicie& having a 
stxfk^i pdee and ext^lio^ date elected u&ing known hedipng tedbtituiues, and based upon ths 
client's risk preferences. 

The bnstet aplion Ui used to hedge the risk contained in event's portfolio J03. For 
example, if ttio client is iong JBiitislx pounds, Japanese yen and Mexican pesosj them the 
finHndal bistt^ition sdls a basiket pnt option coinfalnijQg Ih^sse ci;irrencies that wilt hedge Uie 
olieirt*3 position if the value of these curfeticiea drop. SisnilaPly, if tbe client wa.-? ghon fbe^e 
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cuminiiites, Eiiea the titismcijU instituiion seUs to the client a basket call option fo hedge the 
c]iefit*'ii risk, if tbe VAhia ofth&st cmrnvcies lUe. M additioii, the basket aptkm iiiadge miii^ be 
applied in cases -wbere the client's postfoUo includes bc*h lorig and short poKltions^ as is well- 
lonovvQ tn the ait. 

To hed£pft tbe correJdiiua risk associated with Uie feassket option, a besst-of opticMi is 
foiraed ihat mohides tlie ccuEpcxnents mcluded in the basket ofrtioa 104. For ex^iple, if t|>e 
components m the basket option arc Biitish poiinds, J apanese yvu md Meatican pesos, then a 
bestHjf (call) optics p3io\'ides the holder of the option the ligjit to purchase any otitic 
uiii:rci:icie3 tfi«t bm inonaisqd tJie most as of the expixaiion d&ie of Ihe optioja. 

Once tiis bfist-of option is ihrmed, the correlation nek associated with the baskiA 
option IS hedged by "csymbimng" the be3t-of optjoo i-0 the bsskffl optSou 105. For exfiJiiple, il' 
the cacnt has pm-chascd from the finaiioial institution a basket option to hedge a particiiJar 
povtfbr.io, <te fLnandvl mstitu*i.tHt tijeix s<sil* tiie client ttm m^diing best-of option as a hedge 
against iJie ooiTolatton lisfc included i n the basket opti<wt- 

Refemng now to Fiig, 2, a flowchiurt of steps for foi-mksg s b<sst-of ojjlion iuchidjng a 
strifca price and expiration is illustrated. Many different best-of optioifts can be iisett to hedge 
lha cuciiTeMtioii risks of & given bftske]:. A preferred method fbr crea^iog an liffocbVG hedge 
kic1.ud.es cfilculaling an expected value of iJie basket on axpimtkm 201, wliiob khi beU^e 
vveLs^tcd smn of tfas Etmket-traded forwards to the basket expiratioru 

lb acfditioii, tiie eflTectivB basks! volatility is cdculalcd 202. One nietbod of 
calcuLottng the effective basket volaliHty includes calculating first and aecc^d moments of the 
probability distribution of tiie basket vahie on tha option expiration asd fitting a lognonnal 
diatdbntion to these two moraeotS- Tba Viuiance of &is loguorinal distribustion is divided by 
the tinofi to expifcstion, such tliat Ibe sqnaire root of this valuo i& fbe cfSsctive basJciot volaliiity. 
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Using standard HJack-Scboles option pricing fomm}»(i, with the tbrward price set to 
thfif expected vtdtu; of thetmsker 'oad the volatility set lo tfua effective baafce* voEs^lity, Has 
efTedive Delia of the basket option can then be calculated 203. 

Tlie stxikcs of^ach iisdividital opiion underlying ih& bo^-of opiion cau be cralculated 
20* by maldug esuch individual optioti'& Delia maitto the ejQG&ctive: Deita calculated fbr the 
basket option. The qiUantitles of the mdividual oivtioxis sliouM seS to mateh the quantities 
of file underlying assets m die baske* optioTii. 

Ro&Tiiaj^ now to Pig. 3a, a plot of the vaJtie of a basksst option is sJiowii, The value of 
a basket opfioa is a fanctioa uf the corrol&tion betwvan the compoiieiiti^ a( the option 9S a 
function of the correlation between the baslcct optian cooiponentfi. As illustraljed in Tig. 3a, 
tlie vrtlue of the basked oplior is miniina] if the compoiients in the basket are TOO/'l> auti- 
correlaieii and the valjie of ttati basket option reaches a maximum value if the basket 
coujpciKJSts are 100% tiOfj'elaJiiSd. Thu^, becauet; th(? value basket optiou depends 031 
<jbe oori-Blation between the basket components:, a bctsket option pjesi^tfs a con-elf^iott tuak. 

In the example of Fig Sa, the price af an at-tht-mojiey-forvtrart] (ATMF) basket option 
(i.e., the strike of tljebaskret option eqtials the expected value of die basfcel on i^s expiratioa) 
is iltiis&Hted 3$ a ^c^tkKU of the coHoIation between (he two assets in tlKi b&s^£it. In t&bs 
^smpl^i tht /ijst asset lias a forWfird price Eo the basket option sxpiratioti of Si 00 and A 
volatility of 40%. The secontl asset has a Ibiwardpdce of S50 aisi a voiatiUty of 60%. 

l*fae correlatian in the plot correspcoids to the correlalicn betweea d<ty~lo--day returns 
m the two prices. The basket contains one tmit of the iSrst asset and two units of the second 
uss'^t. Rs sirikt; equals .S20D, which is the es:pe<;ted value of the basket f! * the ibtward of 
asset one f 2 * the fofwaixt of &saet two), 

Rejfcrjring now to Fig. 3b, ft plot of the v^ikie of a best-of option as a function of the 
coiTdtTtiois between thebest-iif o|Jtioii consponeiits js vhown. As illustrated, if the best-of 
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component ciirr<Hn.cies iire 1 00% aiias;oxrclatedj tliesi the value of the best-of optical i& at a 
msxhrmm value, Tha reasem (he vahfHs of a be^t-of oplK»t h njtsocimiTsd when the 
componsnts are 1 00% anti-coirelaffid ifi that if llie vsslae of a fitst asssl has decreaserl at 
eacpiratiou, then, ihe vaJue of a second asiirei thai is anti^rrdiated lifis corrcspondiugly 
increased. Similiwly, if tho value of ssct^nd asset has decxD^&etiE, &jeii the vals© first asset liial 
is anti-carretated has iiKxreased. Accordingly, tlic value of the best-of option is al 
maxfonum when the option cvmpoiieTits aits 100% aati-corxdated and the holdi^r of a best-of 
optica can assun-ic {hat at option expiration, one; of tih^: ofition caonpone^ts vfiM hpvci value. 

In coMtcost, if the cconponciits of (he best-of optiOH are 100% correlated, aiai the lirst 
asset and the socoti^d asiet dthcr cither incraase or decrease;. Tims, the btKit-nfoptlon holder 
has no benefit in stltctiug tbc b<?st coinponcnl rcprcsenfed in the option and therefore the 
value of the best-of option is zeta. Additionally^ if %ha h&st-o{ option coniixsaients aoe not 
correlated to eadi oth«i (0% wfTelationX then the value of ihe b^st-of nptioD is depesKlea^on 
wbdhcr any of ttie Optlob COttipOoeii£» increases by the expi^km datts. Coarnparin^ Fig.S. 3a 
and 3b, it cm? be seesu that the v^k!i.ie: of a best-of option as a fiiiiction of correlation can a 
tnirrcMT imagis of the vahie of tbt: basltiit option as it fiiixctioji of conr^latiosi such that abesst-of 
Option csoi b€ utilized ta aj)proxiniftl£ly hedge tiie onrrelatiorL risk ossooiatfid with b basket 
orption. 

In exGrnplEU-y embodiniocyr, a best-of option tiiat is formed to hedge the coFiulAboti 
3isk of a basket option ^ of the components included in the ba^t c^^doti that is to 

be hedged. So, for cxatnpH if the hscsk^ option includes i5vo cuxrcncics, tiie best-of optica 
■will also include thost; unrrenciciSH 

Altematively, the best-of option may oaly inoliMie a portion of tlic airreiiciea inchide^l 
in the basket ofrtion. liowevOT, in ibis altettiati ve cmbodimors, only the coiTeiatiom nsk 
as^ooiated with tlio componeiits included in the bcEst-of option hedgecl. 
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Referring no^ •again io Fig. 3b, in the example iilutitirated, thepricy of »b^JSt"t>f opiion 
on a set of ATMF o|)don& (i .e.^ the strilne of eada irKlividtia] optiom equals die eatpecled vfituc 
of its underlying 3sskA on its expiralkm) as a fkoction of *e oorrelatkin between fee two 
9ssf^ i» baslcet. 

Hie Hret ASS(ff. Has a fonvanf price to (IiEe hest-of option expitiUk}!) of $100 and a 
vc^atUilyof 40%. ilie»&conda8set hasa&rw2nlprkeof$50£ndavokil} ITie 
correlatioQ in the plot comssspond* to the co^dadoii! betweeix d3y-to-<li*y retams m the two 
prices. Ihe best-of option is an option on one unit of the jSrst assd^s option and two units of 
th& second asset's opiiort 

A compaiiaon of Fig. 3a and Fig. 3b iadicatei? thai a ohstnj^ in v^hi^ of the bLsktst 

OpiioTX as a funtslion of correlation of basket optia]:i coiiipoTienis (t ig. 3h} is approxirfiEitely 
tlw itiverso of the change in valao of the bestof option as a function of corxeiatiori oflho best- 
Oct'tiOmpOtieslltA (Fig. 3.1). '^rhorefbo'E?, ft change to -v^hue as ft &ip,ction of ccHCnjlattOU of the 
combisaition of the bdskel: option and corrcfipoudiag best-of option -win be af^i'oxtinately 
zMO. If a cliettt owm both u baiikel oprHon and s coxrespondiDg bss^-of nptioji, the client's 
total rt&k as a J"esiilt of the oorrelfition beitween ihe basket option componeiits are much 
iK^iced. Some miiximiil ti^ vnU typically rent^ibi, such as in the eatamplo illuRtEated whordn 
tlie bA3kei p£icei> range Horn $16.00 to S38.0G ajid the hedge only from S71.(») to $79.00. 
Tim correUaing risk is tcdvicect by apprs>5?in3ateJy a factor of {7S>-7l>'(38-36) or 0.36. 

Refearaig now to Fig, 3c, a plot tllaslrates the vnlue of a portftjiio of a basfctft option 
plus 1 .4 uiiite of a bcst-of optioti, as a fonctioii of the conrelatjon betwi^en file two assets in. the 
bafljcet, Hie quantity of the besl-of aptioii to use was de>l<?niuf[erf !?y mokmg hh opiimal a 
global correlation hedge as possible for the basket option. It is a reasonably effedive global 
hedge: ihe valac of the basket option varies by $22 &cioas differcsit catrc^oos; the value of 
tbe hedged portfolio oniy varies by S7. 
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'Ihe plot qf Fig. 3d shows the values of a, portfolio of tine baskei Qplion plus 3 wi^iits of 
the best-of option as a function of the correladoiei be^c^etn Ihfi two aissesls ia the bask^A. Hie 
quantity of the best^of option to lise was determiBsd by making an optimaJ local coTTelaiioR 
hedge ttear con:cJatioii = -50%, Near -50% coirej^ion^ the vaJije of Ihe hedged portfolio is 
quite Lnsensftivs to moves nj condstion^ fhoru^ if the correlaJion moveti too far tlie hedge 
does not da wcH. 

'ITiis hedge might be used in a miirket whsra tiwj correlaticflRS betwtjan tlw iwo iit^^s 
Isas historically been quite steady near -50%. Wbile not a g^>od global hedge, it is an. 
excielleaDt local bfidgfi, ^vhich. is motts impottaut in a sitablc marked. 

An optimai hedge can depend the ci^cunistancGs of a dcal^ such as the inadLels 
utifllerl>'iiig the derivatives. For ersaitiple, if th.^ correJaliojis betv^een assies m H b^i^iktit are 
Tdaiiv-ely stablej a corr^latton hedge only neotJs to be effective near the current correlations. 
IfUhe cowslseHom are expected to be unstabic, the fvoixel^fon htidg« noods to b« a good hedge 
across a wick> r<mgre of oorroleaion vnlties, pediapa saciificius the ^fTectiveaness of the hedge at 
aiiy pfu:ttciilar cairelafeott value. Figs 3c and 3d sbowJng plntfcsd prices of tSie cantbiiied 
portfolios iihisirate this effect 

Fig. 3c fibofws! a gtiod global cocr^latian hedge for the bai>keit <^fioin; iisiHg 1.4 imits of 
the best-of C{?iioiiL, because it rDiniraizes the range of portfolio value a function of 
oolTBfaiion- Hus can be detem^bed using standard nmuericfii itiiuimisiatiott tedbmiques siicb 
as Eteaxt tnirnmizatloa. ITie global hed^ would be tiscd ui marketc wliere tlie true value of 
the cojFeladon is eltlKi- difScult to luo^surc., paoily understood, or sttbject to much vioriitticnsi 
over time. 

F'tg. 3d sshows « good iocftl cocxeiaUon hi^dgo u&ing 3 units of die best-c.f option. It is 
very tsffecli ve as a hedg!S aear a tioirdalicn of -50%, bnt is tsoi ess *fSsctivo as iho global 
hedge forposriftive coirrdtaitioiis. This hedge tnigld be used in a market where flutf cwrelation 
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wo tn/m9\a9 f tT/iTS02(fftW94 

"between the asset piiceis has be^ very steady Jilstorically near -50%. TJie qiiaidily qf the 
best-of can lie determmcd "by fDrc^mgth.& slope of the price vejrsus ix>rre1a.tion fimcticvn ta be 
2ero at a desiresd correlation. This can be obtained through standi mnnerical rootflndin^ 
tcdsituqnes sach Brent root&xdiiog. 

FiirtfLfirmorc;, because fhe tinaiiicial lustilutlcm sold &e client both biasket optioin 
aid the besrt-of option, ihe tMaudal institmloa's coizei^ttion risk associated with its shcrrl 
position in the basket option is hedged witli its short position in the «x>n«spo«<liiag h^st-of 
opticsL Alteniatively, instead of sdiinj£ the bc3t-o£ optioa ta the client that purchased, the 
basket option, die &iaticial instituUon may soil the best-of opUon lo a third-paity to hesdge Its 
ooxrel^^iojt lisk. In this case, however, the client's correJatlDn risk associated vA&l &e basket 
OjFtioa xctttains imhcdged. 

It can be noeed that m ord«r to hedgy the correiatioii dsfc associated with a basket 
optkxEi, ii corresponding "best-of ' opti<M ts c<»njbi&ed w[th ih& basket optiOA. So if & 
paxticular portfolio k long a basket optioii, then the coErelalion risk, associated wifli tbait 
basket option is hedged by being Jong the correapoading best-of portfolio. Similsriy, if a 
portfoJio is short a basket option, tbsii the correlation risk associated witJa that basket optaon 
is Iwd^d by bein^ stort the oorrc^otitdin^g best-of poitfeUo, For hedgmg the coriclalittia 
lisk, hoirVevcr, it does not matter whethefr the besl-of option used to hedge is a call put best- 
«f option bEscausecaJi and put best~of options have iis« siasitt seositivity withi??spcct to 

R<»fc!£Tiii^ now to Fig. 4, another aspect of ^ Basket Option Hedging invention 

iatiludes a cojiiputerizt-d Biisket Option Hedt;iiig sytiie-m 400 for perfonniiig steps; asjsacmted 
With a3<? method discusfxsed above. I be computerized system csm inpludo a processor 401 
capaM« of 'pdifotQiing instruciions coixtained in. executable BofLvfat& aiicE/or bE>i33g responsive 
to user itipirt. User input C&n be accepted through user input devices such as a keyboard 
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moi3se 404 or other input ikvice such as voka activ^ion or pointsng^ device. A display 
dsvivo 402 call be utiIb2X;d to view information, piwessed by the ptxiceiiSOT 401 . A &t»rage 
de^Hct; 405 or other msmory such as ]-ajidoni a&cess memory (RAM): read only mf^mory 
(ROM) or tt flash card csja be utilized to store software and/or data^ Stored soflwar^ can. be 
{}pcmt3ve wi^ the processor to p«rfbim desiz^ actions, Biput izito ^ processor can also 
Include miaTket data 406 and inpat pinramefttsis 407 mcLudmg qption details, dcnvstive 
(ksscriptioijs^ iia.dtrlying c-isseis, an. optiotipricmg formuJa or other d&sired infoiTtiatimi- 

A iiEser may ai&o access prooesff&r 401 uitilixing a oonamtiaicatioos networii. Typicallyj 
sufhvortji will be cKcomt^ st network aicc«as device eatd perform the same funstionalily- as 
an opcB-atnr diiec^ly aGc«»cs]iij{ Jhe jwocessof. 'Jlie client softwai-e may bMLude a j^onHuic 
hypert^Jxt maTkup lajigmge <H'J'ML) browstr, suclit as Neltecajpe Nasd gator or Microsoft 
Inteimel Exploj4;iv (a '*WEH brovki^er"). Hie client software tn&y al^het A proprielary 
'b(txnv(;$r, dtitd/c? Other host access soiiwace. JCa somecasiss, an c;cecutRblepxoj;ram, such as a 
iavtf™ jH-ngrara^ may fee downioftded ftom the processoir 40 1 t» tSie client cdmpuler &r\d 
executed a1 tlie cJ^eiit n&tw-csrk acc;ess dei\'ioe or cotaputer as pari of Ihe Basket Option 
Hedging system software. CKber impJemeutatioos include jrroprietary soilware installed fxom. 
a comptif ea* readable medimn, such as a CD ROM. The inv^tioti may therefore b« 
impleniented iii digital electronic oifcuitiy, computer hardware, firmwarCs softvi'are, or in 
cambiustions of tfe<? above. Apparatus of die iiiveutiori toay be iitip^eniented in a oimptitei' 
program psvdvKt tangibly emlwdjed in a m^hine»a:eacbi&]e storage tjlcn.'ke for crcoujiou "by a 
pio^ttiimble processor; and mGtix>d steps of the mvejtjtioo may be pcaibnned by a 
pro{3riHiimab1e prot-es^sor sTteciitmg n program of inatntcCions to perform fiTftctions ofGi& 
invsEtlioji by qperalifig on input data jwid gen&mtins ottti>nL 

Rdtiitmng now to Fig. a muque Baski^t CJption Hedgiuig u^^fttce 500 cati be vtjli^cd 
to aliow a user to misscaci wiCh tiie Baato* Opticm Hedgiitg sjn^em 400. The Basket Option 
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Hinging iiifedacc 500 can iindtide a gnrphical L^e£ mterface (GUI) ^i^l&yad on &s dii^lay 
devio* 402. Pc3r^>nff of ±a interface 500 (sat iiscliicjc a« area ibr displaying ^sphica3 
reprcseiiimions of plots associated with afcasket/be^^t-of hedge 501. Otl^er +ireas can jrtcludis 
an area for displaying aidividual options htchxd c4 a bsskei 502, an area displaying an, 
expected vahie of a basikef &t eKpifafioa 503, an ai-ea displaying effective basket volatillty 
503> «mi area displaying the quantities uCindivLdiial opticsas set to mateh the qnantitics of 
uiiderlviJig assets m tiie basket option 504. and areas for displaying other functionalities 
iclatetl to tlie method disclosed hereiji. 

AllllOugb tlie desiCiiption above related to hedgi^ lhe coUQlatiou liskof ba^lc^ 
optiunb' on ctirrencies, it will b« obvioos to one of ordinBry aJdll to applj"^ the present im'ciilicai 
to hedge the atrtelatiom risk of ba&ket optioa otit asiy other type orinstaimeait inchidmg, by 
wayof Booa-imiitiiig example^ eqeities, commodities, gnd deibt instramejEtts, 

It will thus be seen fhst tiie objects set forth abow. among those made appawait from 
the precedfcng de^riptioti, are efficiently stained andj since certain changes may be mitde in 
canj^ng out Uie above pracess, m u dG&aibsd prodoci^ aiid in the conetniction fsci forth 
WLthoitf departing Cram the spirit axtd scope of tfie inventioi^ it is iistcmded thitt ^iH mj^ter 
coQlsdned in !h« above d^criptjon shown in the accompanying di-awmg sliall be int^reted 
as iilustratlye and not in a limilirfg sertse. 

It is also to lie understood that tlie fi>lIo\'viriig claims srs intended to cover all of the 
g«iQ.«nc and speciiSc features of ffic inventEon herein descrihod, and aU 5t»t<3n«i£s of the scope 
of the aixvenlioiii, wiucli, as « m^t^ of language, mig^at be said to fel^ therebetween. 
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CLAIMS 

1. A method for bedging a correlation nsk ussociated wnh a basket option, said basket 
uption iix;Juiduig u pkrolity o£&eoi]f^li<ra, the method com|»rising tlu: of; 
selecttJig at le^ two of said j^alHy <>f stwurhies; 

fonning a best-of option for said ai icast two of said pl«ralk^y of 5e<;uritics; and 
Ciombinmg said heSt-of option with s^id basket oplioii, 

2. llie method! of c^im L, whcreda the step of aeloctiqg sit hssal two of saidl phiraJity of 
sectintiee uicltadoe thfi step of: 

selecting all of said pluralify of Jvsctniti:;?; 

and whereiil the step of fonmog a best-of option ibr ssid srt leftst two of said phicality 
of securities incliulcs the step of: 

fi>tnw}g a besl-of option for all of said plmrftliiy of securities. 

3. The method of claim 1 wherem said risk resalts from paichasmg said basket option 
rik! wherein, the step of oojiabiiJiLg saM best-of option v^dlh. std]5 basket option 
iucludes Dm: step of: 

piycljaaing said l>cst-of option- 

4. The method of claim 1 whci'em saM risk results from sdiiiig said ba&kci optioa afid 
wherein the sttsp of conxbiiung add b&st-of optjoii willj s«iid bosket option compnsss 
the step of; 

sdlUng said besl-of oplioii. 

5. I'he method of tJaim 1, wherein said secmities mcLiide foreign exchange sccitriftes. 

6. The jtneliiod of daltn I, TiVherein said seciuntios iTJscliide equitieu;- 

7. The method of claim 1, wherein said sccoHties coniprises comiixtdities. 

8. The metbod of claltti 1 . whcfSitfii said st^unties CHSdfnpiiisei^ debt iustrumenfitr. 
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9, A meihod for hi^dging a correlaEioo lisk iissouatad with puschasijig a basfcel vption, 
said basket, option iticluditt^t a piiitaltty of £«curia<:^ the luethod conqirisiiig zh& step 
of: 

puicbasiEg a best-of opiiaa csjmprisiotg sL least two of jstaidphuality of securities. 

1 0. The metinod of clam 9, wlwreai said bcst-of option ijichides all of said plurality of 
securisJes. 

H. A ratJtbcxI for hedging a corr^jiatimi risk associated witli seliing abaskel; opiion, said 
basket opilon induing a. ]:duraiity of sccuiitics, tlie method coiuprisiiig ihs slcp ot 
sclliug a best-af opiion iia<o[iidu)g &t itmsl two of &alc3 pIsfalLly of securities. 

12. The; method of claim 2 1 , wJhcrdn said h^t-of option mdudes aU of j»^d pliurality of 

securities. 

13. A metiiod for mana^ng risk associatitd wkh a portfolio of securities, cointpdsjwjg tho 
stsps of: 

fonning a basket option for said pOTtfoJlo of sectuitieis^ 
hedging sjiiJ poxtftilio of scctttilies wit1i said basket option; 
fonning a best^of option far saiti plurality of saci.iriti<Js; imd 
bedging said basket opti<m witli ^id best-of option. 

14. The nieOiod of c-laim 12, whereiii said basket optioH is £i basket pat optiort artd flic step 
of hedging sasid portfolio of securities with said basfcet optioa includes the step of: 
purchasing said bdskeipuit opttou. 

15. The iRcaiod of clattBL 13, wberoin said ba^^ct option is a basktil call opiion and ^ep of 
tiedgijig said portfolio of sei'iin'ties wifh said basket optiosQ ipcliwles the st^ of: 
l?arcb38Mig said basket call option. 

14. The n)€t1iod of claim wherein said step of hedging said ba{ikct optiou with stud 
beBtH>f option i33c}\ide& the stop oi^ 
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pwchadng said best-of option. 
i 7^ The method of claim L3, wherein said step of lied^ng said basket option with 5^ 
best^f option incJudes the step of; 
^ling said bcst-of option. 

18. The hicOkkI of claim 13, wbereiii said portfolio of securities inckdcs ferci^^ 
«xchangQ securities. 

19. lite mi^thwl of claiim 13, \^■]le^eifl said ponfoiio of securities mcludes equities. 

20. Tl^e method of claiiJi 13, wherein said portfolio of securities ii[K:kidi2s coininodities. 

21. The uietfaod of cUAm 13^ wherdn atdd portibtio of secnrities inchtdes debt 
instnunfists. 

22. The incihod of claiui 1 3 wheiein the best-of option is formed by sX&ps coi'QprifQng: 
calculating sui expected value of the baske( upon escpiratiou; 

CdlOAlstiHg effective basket volalilitiTf 
calcnslatiiig an effective delta of the basket option; and 
calculating striken for each option inclu^ad in the basket, 

23. A computerized syateai for h^ging a coiTelatiorLiiak associated witl^ a basket oplion, 
said b^et option incJudicg a pluraiity of sec^inties, the system comi^iug: 

a computer ser\'ea- coinprising a processor aiid a iiiemoty; aiid 

eKe<aatabIe sofiware sfoied on the mtsmxary and executij^b on d<»!iand, the sofl-ware 
()Eper»tive with the server to CMtse the system to: 
seieol at least two of said plurality of secpritles;; 

ibrui a best-of option for said at least two of said pluj ality of securities', ond 
combine said best-of optiou with said basket option. 
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24. Thifi co^:^3ldjsrizBd ey^tcim of claim 21 wb.«jceiti step of aelfjc^tirtg at least two of said 
plantlify of sccudtics incJudes the step of: 

seleetbig all of saitf plwality af secmitics. 

and wherein tbe stesp of tamiixig a best-of option for said m least two of said pkiralily 
of securities includes Che step of: 

fonning a faMt-^if o>ptiri» for at! of S!ild|>ht;QUty^of sec^itiers. 

25. A coniputcrizcd &>i^tein for managing Tjsk associated with a portiblio of securities^ the 

a ccraput<T sctver ccMtaipriRing a processor and a mcmcHry; and 

eKBcsQlable s<)fiwffire stored on the m&aaory wad oxecutal^ki oq dete^, the ^ottwaxe 

operative wltii the server io cause tise system lu: 



26- CumpiHer executable progiara code residing on a cornptiter-readable medium, the 
l>n>graTn cocte coni{;Risirtg iiiMtuctiuns for ciuising the conqjuter to: 
select st h^i two i>f said pkirality of aeciiiities; 

foiin B best-of optiiJix for said at Jenst two of said pluraHfy of seciaities^ and 
coi»btne said best-of option wtth attid basket optiosL 



forait a baskeS; Dj>tion fot. said portfolio of securities; 



hedg^ii said portfolio of fiecuriti^s witjj, sjtid basktst opdoa; 



form a bsst^of option fw said pEurality of secuntieis; and 



hedge said bfti^et opHim with best-of option. 
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2?. A method &f iirtEfajctittg with a network acoess device? so lo hiixige a corvelatioiJi risk 
associaled witii a basket option, said basket oplioni including a. plurality of £ecurtti^^ 
tho method aamprisiiig tlie steps of: 

imtiaisng interaction witli a server computer via a cotiijminitcations ttelTVork; 
^oprntit^S informatiou relating to Ibnaaliuaii of a tiask^ option for said poni»l:o of 
eeciuitiBs; 

exeming siiiV'vavs to ca«se the server c;(.Hnpi]lsr to Ket^e ssiid porfiblio of securitis 
Ti'itli said basket optijjn; 

e%ecutteg s^^Kvaix; to c*aise Ihe server coruputer to form bcst-of option fffr ssiid 
plurality of securities; and 

executing soi^axe to cause the seirver crnnputer to Iiedgti £md bask^ <>piion wilJIi s&id 
best-of c^Uqh, 
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